COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of

PEOPLE’S GAS, INC. AND RANDALL A.
HAYES, INDIVIDUALLY AND AS AN
OFFICER OF THE UTILITY

)
)
)  CASE NO. 2003-00491
)
)

ALLEGED VIOLATIONS OF KRS 278.992(1)
ORDER

On January 21, 2004, an Order was issued to People’s Gas, Inc. (“People’s
Gas”) and Randall A. Hayes, as President of People’s Gas, to show cause why each of
them should not be assessed penalties pursuant to KRS 278.990 and KRS 278.992 for
violations of federal pipeline safety laws and 807 KAR 5:022, Section 8(5).

People’s Gas, Randall A. Hayes, and Commission Staff entered into negotiations
to resolve all outstanding issues in this proceeding. A Settlement Agreement, dated
March 22, 2004, appended hereto as Appendix A, was entered into between People’s
Gas, Randall A. Hayes, and Commission Staff. In reviewing this Settlement Agreement,
the Commission has considered, inter alia, the circumstances surrounding the
violations, the efforts of People’s Gas and Randall A. Hayes to comply with the
Commission’s safety regulations, their willingness to improve and enhance existing
safety programs and operations, and the steps that have been undertaken to improve

the utility’s natural gas pipeline system. People’s Gas and Randall A. Hayes presented

for Staff review documents in binder form that contained the People’s Gas Operator



Qualification Plan, Anti-Drug and Alcohol Plan, Damage Prevention Plan, and
continuing educational programs. People’s Gas has covered the exposed pipe and will
schedule a re-inspection of the area by Staff. People’s Gas has agreed to correct the
corrosion control problem for the steel section of the system by replacing all steel pipe
upon a stated schedule, and has waived a formal hearing of all matters raised herein.

The Commission finds that considering People’s Gas'’s limited operating revenue
and customer base (117 total customers with total annual revenues of $100,210 and net
loss of $10,923, according to the 2002 Annual Report), the Settlement Agreement dated
March 22, 2004 is in accordance with the law, does not violate any regulatory principle,
results in a reasonable resolution of this case, and is in the public interest.

IT IS THEREFORE ORDERED that:

1. The Settlement Agreement dated March 22, 2004 is incorporated into this
Order as if fully set forth herein.

2. Randall A. Hayes is dismissed as a party herein.

3. The terms and conditions set forth in the Settlement Agreement are
adopted and approved.

4. People’s Gas is assessed a civil penalty of $10,000, of which $7,500 shall
be suspended for a period of 1 year. The receipt of $2,500 payable upon the penalty is
acknowledged.

5. A violation that repeats any of those violations enumerated in the
Settlement Agreement shall constitute a breach of the terms of the penalty suspension

and render the suspended penalty due and payable.
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Done at Frankfort, Kentucky, this 27" day of May, 2004.

By the Commission

ATTEST:

Execttive Director



APPENDIX A

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE
COMMISSION IN CASE NO. 2003-00491 DATED May 27, 2004.



COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:

PEOPLE’S GAS, INC.

AND

RANDALL A. HAYES, INDIVIDUALLY
AND AS AN OFFICER OF THE UTILITY
CASE NO. 2003-00491

ALLEGED VIOLATIONS OF
KRS 278.992(1)
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SETTLEMENT AGREEMENT

THIS AGREEMENT is made and entered into this 22nd day of March, 2004, by
and between the STAFF OF THE PUBLIC SERVICE COMMISSION OF KENTUCKY
(“Commission Staff") and PEOPLE’S GAS, INC. ("People’s”) and, RANDALL A. HAYES,
individually and as an officer of People’s.

WITNESSETH:

WHEREAS, People’s operates a natural gas distribution system in Kentucky.
Peoples’ system was a part of Mike Little Gas Company's distribution system until it was
transferred in 2001. Peoples’ is subject to Commission jurisdiction pursuant to
KRS 278.040; and

WHEREAS, pursuant to and as a condition of approval of the transfer of the
Phelps portion of the Mike Little Gas Company’s system to People’s in the Order in

Case No. 2001-00027, People’s agreed to replace all remaining steel pipe; and
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WHEREAS, on December 24, 2003, an Order was issued to People’s and
Randall A. Hayes, individually and as an officer of People’s, requiring each of them to
show cause why each should not be assessed penalties pursuant to KRS 278.992 for
violationslof the Commission’s Order dated October 24, 2003, as amended by an Order
dated November 24, 2003; and

WHEREAS, an informal conference was held on March 22, 2004 between
People’s; Randall A. Hayes, and Commission Staff for the purpose of discussing the
issues and the parties entered into a Settlement Agreement through compromise to
settle the proceeding herein; and

WHEREAS, People’s has submitted to Commission Staff documents containing
the following: Operator Qualification Plan; Anti-Drug and Alcohol Plan; Damage
Prevention Plan; and continuing educational program for the public; and

WHEREAS, People’s stated that there remains approximately 5,800 feet of steel
pipe to be protected or replaced. People’s believes that by switching to a new gas
supply source (Kinzer), it can eliminate 3,200 feet of this pipe. This can only be
accomplished after April of 2005, when Kinzer is able to contract with People’s for a gas
supply. In the meantime, People’s proposes to replace the remaining 2,600 feet of steel
pipe on or before September 1, 2004. If People’s cannot obtain a supply of gas and
eliminate the 3,200 feet of steel pipe, People’s proposes to replace that section of the
line on or before September 1, 2005.

- NOW, THEREFORE, People’s, Randall A. Hayes, and Commission Staff agree
that:

1. People’s is in violation of federal pipeline regulations as follows:
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a. No Operator Qualification Plan.

b. No Anti-Drug and Alcohol Plan.

C. No Damage Prevention Plan.
d. Failure to establish continuing educational program for the public.
e. No Corrosion Control Program was found for the steel section of

the system. (This was a repeat violation carried over from the previous owner, Mike
Little Gas Company, in Case Number 2001-00027.)
f. Plastic pipe installed above ground (two violations).
2. Randall A. Hayes is to be dismissed as a party, and People’s waives a
formal hearing of all matters herein.
3. People’s is assessed a civil penalty of Ten Thousand Dollars ($10,000),
Two Thousand Five Hundred Dollars ($2,500) of which shall be paid as directed within
30 days of the date of the Commission’s Order approving this settlement. The
remaining Seven Thousand Five Hundred Dollars ($7,500) of the penalty shall be
suspended upon the following conditions:
a. Staff will schedule an on-site inspection of the
documents furnished by People’s. Staff will make any
recommendation necessary to supplement the documents
for compliance with the regulations. People’s agrees to

make any suggested changes and to keep the plans
updated.

b. People’s stated that the above-ground 2-inch
polyethylene pipe observed at Bones Branch, and 1%-inch
pipe had been covered, and that People’s was preparing to
apply concrete to one area. People’s will notify Staff of
completion and schedule Staff's inspection of the area.
People’s will do all that is reasonably necessary to have the
pipe covered.
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C. People’s will protect or replace approximately 5,800
feet of the remaining steel pipe as follows:

i People’'s will replace approximately
2,600 feet of steel pipe with PE pipe on or
before September 1, 2004.

ii. if People’s cannot obtain a supply of
gas and eliminate the 3,200 feet of steel pipe,
People’s will replace that section of steel pipe
with PE pipe on or before September 1, 2005.

iii. People’s agrees to conduct a leak
survey of the steel pipe sections at least once
every six months until all the steel pipe is
replaced or abandoned.

4. People's will notify Commission Staff of the completion of any scheduled
pipe replacement and if any of the above conditions are not completed as scheduled,
then the entire suspended penalty shall become due and payable.

5. This Agreement is subject to the acceptance of and approval by the Public
Service Commission.

6. if the Public Service Commission fails to accept and approve this
Settlement Agreement in its entirety, this proceeding shall go forward and neither the
terms of this Settlement Agreement nor any matters raised during settlement
negotiations shall be binding on any signatory hereto or be construed against Randall A.
Hayes or People’s or Commission Staff.

7. Commission Staff shall recommend to the Public Service Commission that

this Settlement Agreement be accepted and approved.
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IN WITNESS WHEREOF, People’s, Randall A. Hayes, and Commission Staff
have executed this Settlement Agreement on the date first above written.
STAFF OF THE KENTUCKY PYBLIC SERVICE COMMISSION

mes R. Goff,7ff Attorn%w

; ﬁ / R

~N AN IV 7 22, ~
Randall A” Hayes, Individuzlly and
As President of PEOPLE’S GAS, INC.
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